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R Gegory Browning, Director

Chio Ofice of Budget and Managenent
30 East Broad Street

Col unbus, Chio 43266

Dear M. Browning:

Encl osed for your information and use are two copies of an Ofice
of Inspector General report titled, "Pension Costs Charged to
Federal Programs in the State of Chio." This report covers the
results of our review of the Public Enployees Retirenent System
W appregiate the cooperation that your staff extended to our
auditors and the assistance they provided in coordinating the
revi ew.

Final determination as to actions to be taken on all matters
reported will be nade by the HHS action official. W request
that you respond to the HHS official within 30 days from the date
of this letter. Your response should present any comments or
additional information that you believe nay have a bearing on the
final determ nation. It should be directed to: Merle Schmtt,
Director, D vision of Cost Allocation, Room 1130, ORD-3, 1200

Mai n Tower Building, Dallas, Texas 75202.

In accordance with the principles of the Freedom of Information
Act (Public Law 90-23), Ofice of Inspector General audit reports
issued to the Departnment's grantees and contractors are made
public, to the extent information contained therein is not

subj ect to exenptions in the Act, which the Departnment chooses to
exercise (See 45 CFR Part 5).

To facilitate identification, please cite Comon Ildentification
Nunber A-05-95-00014 in all correspondence relating to this
report.

Si ncerely,

Dod Lo

Paul Swanson
Regi onal Inspector GCeneral
for Audit Services

Encl osur es
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SUBJECT: Letter Report on Pension Costs Charged to
Federal Prograns in the State of OChio--
Public Enpl oyees Retirement System
Conmmon Identification No. A-05-95-00014

TO Chio Ofice of Budget and Managenent
30 East Broad Street
Col umbus, Chio 43266

W have conpleted a limted review of pension costs charged to
Federal progranms in Chio for the period July 1, 1993 through
Sept enber 30, 1994. The purpose of the review was to detern ne
whet her pension costs charged to grants and contracts were in
conpliance with Federal regulations, generally accepted
accounting principles (GAAP), and actuarial standards.

W determined that excessive charges to Federal prograns have
resulted from del ayed transfers of pension contributions to the
Publ i c Enpl oyees Retirenment System (PERS) . The financia

i npact was determned to be approximately $380,000 annually on
Federal prograns adm nistered by the State of Onio.

W are reconmendi ng that pension contributions fromthe

enpl oyees' agencies be transferred to the PERS pension plan for
deposit to investnment accounts in a nore tinmely nmanner. The
State agency concurred and agreed to transfer contributions
nore tinely.

BACKGROUND

The State of Chio has five public enployee retirenment systens.
The retirenent systens accunul ate assets to provide prom sed
benefits to nenbers when they retire. The assets are

accunul ated through contributions nade by the enployers and the
enpl oyee nenbers of the plan and from i nvestment earnings. The
enpl oyer's share of contributions are charged, in part, to
various Federal prograns.

The PERS is considered to be a separate reporting entity,
fiscally independent of the State and |ocal governnents. It
was established in January 1935 as a retirenment system for
State enpl oyees. Since then, the system has expanded to al so

i nclude county, nunicipal, health departnent, and park district
enpl oyees and to provide survivor benefits and health care
cover age. In Decenber 1992, PERS had approxi mately 334,000
active nenbers and 140,000 retirees. Enpl oyer and enpl oyee
contributions for calendar year 1993 totalled about $1.3
billion. The PERS funding policy provides for enployer



contributions at actuarially determned rates, expressed as a
percent age of annual covered payroll.

All State of Onhio payroll accounts are processed by the Chio
Departnment of Administrative Services (ODAS), Payroll Division.
The ODAS applies the appropriate contribution rate to State
agency payroll charges to determ ne agency pension costs.
Pension costs are included in the Statewi de Cost Allocation
Plan which requires Departnent of Health and Human Services
(HHs) , Division of Cost Allocation approval

SCOPE

Qur review was conducted in accordance with generally accepted
governnment auditing standards, except that we limted the scope
of our review based on the extent of audit tests performed and
results of a conprehensive audit perfornmed by the plan's
certified public accountants (CPA). The CPA offered an
unqualified opinion on the plan's financial statenments. W
reviewed the CPA s supporting working papers.

Qur obféctive was to determne if pension costs were being
accounted for and charged to Federal grants and contracts in
accordance with GAAP, actuarial principles and applicable
Federal cost reinbursenent principles. To acconplish this
obj ective, we reviewed financial and actuarial reports,

adm nistrative and State regulations, and accounting and
actuarial principles. W performed such other auditing
procedures as were considered necessary in the circunstances.

W net with Chio Departnment of Administrative Services (ODAS)
officials to determne its procedures for forwarding agency
contributions to the pension plan. W reviewed the accounting
records to ascertain when deposits for contributions are

recei ved by ODAS and when the paynents for these contributions
are forwarded to the plan. W also visited selected State
agencies to determ ne when funds for paynent of the enployer's
and enpl oyees' share of the pension contribution were drawn
down and charged to various prograns.

We conducted a limted review of the pension plan's published
reports, both financial and actuarial, and certain accounting
records. W held interviews with PERS staff and State agency
officials. Since retirement contributions applicable to
prograns supported by Federal funds are approved in annua

St atewi de Cost Allocation Plans, we coordinated our review witl
the Ghio Ofice of Budget and Managenent (OBM) which conpiles
and negotiates the Cost Allocation Plans. The audit period
covered by our review of PERS was January 1, 1993 to Septenber
30, 1994. The field work was perforned at various times since
that date at the PERS offices, their CPA's offices, and State
of Chio offices.



FI NDI NGS AND RECOVMVENDATI ONS

For the period covered by our review, the independent CPA firm
rendered an unqualified opinion on PERS financial statenents.
Qur limted review was focused on certain issues that affect
pensi on charges to Federal prograns. Except for the issue
covered in this report, nothing canme to our attention to
indicate that the retirenent system was not operating in
accordance with applicable |aws and regul ati ons.

During our review, we determned that cost savings could be
achi eved by Federal agencies that provide financial assistance
to State of Chio agencies if delays in forwarding contributions
to PERS for investnment were elim nated. The annual financi al

i npact was determned to be approximtely $380,000 on prograns
adm ni stered by the State of OChio. Details follow

DELAYED | NVESTMENT OF PLAN CONTRI BUTI ONS

Delays in forwarding State G oup enployer and enpl oyee pension
contrikutions to PERS for investnent result in |ost investnent
incone to the pension plan. W estimate that by elimnating
the delay in forwarding the pension contributions to PERS, the
i ncreased investnent earnings could result in potential annua
savings of as nuch as $1.9 nmillion (Federal share $380, 000
based on an estimated 20 percent participation rate).

State Group pension contributions are transferred from the
enpl oyi ng agency to the ODAS which, in turn, forwards themto
PERS. The majority of contributions are forwarded by the
agencies to ODAS on a bi-weekly basis. The State agencies
generally draw down Federal funds to support their enployer
contributions during the sanme bi-weekly tine period. The
contributions are held by the State Treasurer's Ofice in an
i nterest bearing account, along with other enployee payrol
deductions, wuntil they are forwarded to PERS. The Federa
governnent does not share in the interest earned by the State
while funds are on deposit in this revenue account.

Al t hough ODAS reduced the tine period for forwarding enployer
contributions to PERS, a shorter time period should be

i mpl enment ed. Prior to April 1994, ODAS forwarded enployer
contributions to PERS on a quarterly basis. Subsequently, the
enpl oyer contributions have been forwarded on a nonthly basis.

Title 45, Code of Federal Regulations (CFR), Subtitle A
Subpart K, Section 74.92--Grant and Subgrant Paynent
Requi renents: Basic standard, requires that:

... (a) Methods and procedures for making paynents to
recipients shall mnimze the tinme elapsing between



the transfer of funds and the recipient's
di sbursenents. ...

Subpart H, Section 74.61(e) states, in part, that:

... [plrocedures shall be established to mnimze the
time elapsing between the advance of Federal grant
funds or subgrant funds and their disbursenent by the
reci pi ent. Wien advances are nade by a letter-of-
credit method, the recipient shall nmake drawdowns as
close as possible to the tinme of naking

di sbursenents. ...

The Onio Revised Code, Chapter 145, Public Enployees Retirenent
System specifies that enployers shall pay into the enployer's
accunul ation fund in such nonthly or less frequent installnents
as the public enployees retirenment board requires. The PERS
Enpl oyer Manual specifies that enployee contributions should be
submitted nonthly and that enployer contributions nmay be nade
on a nonthly or quarterly basis.

The ODAS receives approximately $20 mllion a nonth for the
State G oup enployer's share and $12.5 nillion a nonth for the
enpl oyee's share of contributions to the pension fund. The
CDAS transmits these contributions to PERS on a nonthly basis.

We cal cul ated the anmpbunt of investnent earnings forfeited by
the pension plan resulting from the del ayed transfers of

enpl oyer and enpl oyee contributions. For the 6-month period
April 1994 to Septenber 1994, the plan forfeited about $586, 000
in potential earnings on the enployer contributions. Over a
12-month period, we estimate that the delays result in a |oss
of investment incone in excess of $1 mllion. For the year
ended Septenber 30, 1994, the anount of forfeited investnent
earnings associated with the enployee contributions was about
$900, 000.

Al t hough ODAS has been followi ng procedures that it agreed to
with PERS, it has the ability to forward payroll deductions on
a shorter time schedul e. For exanple, paynments for Federa

wi t hhol ding taxes are generally remtted to the Interna

Revenue Service within one work day. Paynents to recipients of
certain other enployee deductions are nade bi-weekly. |If
pension contributions were to be forwarded to PERS in a nore
timely manner (i.e., possibly within one work day after they
are received) the pension plan would be able to earn additiona
i nvest nent i ncone. The additional incone could then be used to
of fset current or future costs or to reduce the plan's unfunded
actuarial accrued liability (UAAL).



Recomendat i on. We reconmend that the Chio Ofice of Budget
and Managenent coordinate with ODAS to elimnate the delays in
forwardi ng agency pension contributions to PERS for investnent.

STATE AGENCY COMMVENTS
The State agency concurred with our findings and reconmendation
regarding delays in forwarding pension contributions to PERS

for investnent. They infornmed us that they will inplenent a
nmechani sm to reduce the del ays.

Paul Swanson
é‘l QQAW\-

Regi onal | nspector GCeneral
for Audit Services



